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The Industrial Accountant
and the CPA’s Report
By: Mary F. Hall, C.P.A.
Boston, Massachusetts

Of the thousands of accountants who cus
tomarily prepare financial reports, a majority
are not in public practice, but are employed in
private industry or in government. It is im
portant that these industrial or governmental
accountants know something about the position
of the public accountant, his responsibilities
and his duties in relation to writing his report
for the client.
During the year, the industrial accountant
assembles data related to financial transactions
and prepares statements based upon first-hand
knowledge of the business. The public account
ant examines, edits, audits and sometimes re
styles these statements, and then renders a
report upon the fairness of what the statements
purpose to represent and their compliance with
generally accepted accounting principles. Thus
the audited statements and the report thereon
are the culmination of the cooperative effort
of the management or industrial accountant
and the independent auditor.
The public and the private accountant both
need to know how to prepare fair financial
statements. Both need to know when the state
ments are in compliance with generally ac
cepted accounting principles and to understand
generally accepted reporting standards. The
less aware the industrial accountant may be of
these important factors, the more extensive will
be the work required of the auditor, and the
greater will be the variations between the
statements periodically given to management
by its employees and those contained in the
audit report. The more importance an in
formed management attaches to the use of
periodic financial statements in making man
agement decisions, the more critical the vari
ations become to the business health.

numerous reports and five complete reports,
which provide an excellent guide to good re
port presentation. Presently, AICPA is offering
a course in report writing, prepared by its
Professional Development Division. This series
of eight lectures, generally presented over a
period of eight weeks to classes composed of
25 to 30 accountants, stresses the content of
long form reports as well as writing style.

Responsibilities of the Independent Auditor
The audit report is the tangible end prod
uct of the independent auditor’s work. As such,
it is not issued lightly because of the responsi
bilities which he assumes when a report goes
out over his signature. These responsibilities
may be said to run in four directions: to the
client, to the public, to the profession and to
himself.
In “Statements of Auditing Procedure No.
30,” issued September, 1960, the Committee
on Auditing Procedure of AICPA clarifies the
responsibilities and functions of the independ
ent auditor. They indicate his areas of re
sponsibility and those in which he takes no
responsibility.
The auditor is not the author of the financial
statements. Statement 30 says in part: “Man
agement has the responsibility for the proper
recording of transactions in books of account,
for the safeguarding of assets, and for the
substantial accuracy and adequacy of financial
statements. The transactions which should be
reflected in the accounts and in the financial
statements are matters within the direct knowl
edge and control of management; the inde
pendent auditor’s knowledge is limited to that
acquired through his examination. Accordingly,
even though the financial statements may show
the influence of the independent auditor (for
example, as a result of management’s accept
ance of his advice), the statements are the
representations of management. The inde
pendent auditor’s responsibility is confined to
the expression of a professional opinion on the
financial statements he has examined.”
The auditor does not propose that the finan
cial statements represent market values. He
does not state the figures are exact, but rather
that they fairly present the financial situation.
The matter of “fairly present” warrants a
comment or two. It is well established that
facts or items which are significant or material
should be adequately disclosed, but the im

Importance Attached to Good Report
Writing by the Profession
As an indication of the importance the ac
counting profession places upon good report
writing, we might review some of the aids the
American Institute of Certified Public Account
ants has provided to improve our talents. The
CPA Handbook, Chapter 19, entitled Report
Writing, is an excellent guide, complete with
illustrations and examples. In 1953 the Re
search Department of AICPA published an
analysis of 52 long form reports in a book
called “Long Form Report Practice.” This
publication includes selected excerpts from
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“make a difference” have been clearly set forth.
Finally, there is the obligation of expressing a
clear cut opinion. This is a most important
factor. If the opinion is without reservation, it
should be so stated. If there have been neces
sary exceptions to generally accepted auditing
procedures or other exceptions which require
disclosure, but which are not material enough
to negate an opinion, these too must be stated.
If exceptions are of such a nature that no
opinion can be expressed, the auditor is under
obligation to so state in unequivocal language,
setting forth his reason for failure to express an
opinion.
One of the great benefits which the pro
fession derives from the accounting societies is
the acceptance by business of the criteria for
auditing and accounting standards which the
societies take the lead in crystallizing and
publicizing.

material or insignificant may be handled in an
expeditious manner. This leads to one of the
most difficult problems to beset the accountant.
What is a significant or material fact? The best
answer to materiality is necessarily vague
because judgment must be exercised in the
final determination. James L. Dohr, a certified
public accountant and member of the New
York Bar, suggests this definition: “A statement
of fact is material if, giving effect to the sur
rounding circumstances as they exist at the
time, it is of such nature that its disclosure, or
the method of treating it, would be likely to
influence or ‘to make a difference’ in the judg
ment and conduct of a reasonable person.” The
phrase “to make a difference” could well be
the most useful criteria for determining mate
riality.
Further, the auditor is not a guarantor nor
an insurer that all is as stated. The auditor is
not a valuer nor an appraiser either of prop
erty values or of financial position. In making
the ordinary examination, the independent
auditor is aware of the possibility that fraud
may exist, and that any fraud, if sufficiently
material, may affect his opinion on the fairness
of the presentation of the financial statements.
However, the ordinary examination is not
specifically designed to disclose defalcations
and similar irregularities, although their dis
covery may result. And finally, the auditor is
not proposing any opinions on matters of law.
By this time, the question usually arises, “If
the auditor isn’t all of these things, what is he
responsible for?”
The independent auditor is responsible in
his work for adherence to generally accepted
auditing standards. These standards divide into
three general categories: Personal or general
standards, field work standards and reporting
standards.
General standards include the obligation of
being technically proficient for the level of
work which the auditor undertakes, the obli
gation of being independent both in fact and in
appearance and the obligation of using due
care.
The three standards of field work include
adequate planning of the work to be done and
adequate supervision of properly trained assist
ants, the evaluation of internal control to
determine the reliance which may be placed
upon elements under examination, and the
examination of sufficient evidence to form a
reasonable basis for conclusions expressed.
Reporting standards require that matters be
reported in accordance with generally accepted
accounting principles applied consistently with
the prior period. They also require adequate
disclosure. The matter of adequate disclosure
will bring us back to the matter of materiality
in determining whether all matters which will

Legal Aspect of Responsibilities
The independent auditor has a contractual
relationship with his client and is, therefore,
legally responsible for observance of generally
accepted auditing standards. Failure to do so
brings about a presumption of negligence.
With regard to third parties and the general
public, the auditor has no contract and can
generally be held responsible only in case of
gross negligence. When the third party, such
as a bank, is known and identified before
issuance of the report as one who will receive
the report with the intention of relying upon
it, the auditor may be liable for negligence
and not mere gross negligence.
In general terms, gross negligence here is
intended to mean the refusal to see the obvious
or to investigate the doubtful. In effect, ex
pression of an opinion based upon evidence so
flimsy that no opinion is reasonably justified
may be considered to amount to fraud. Mr.
Saul Levy’s book “The Accountant’s Legal Re
sponsibility,” published by the American In
stitute of CPA’s in 1954 is probably the best
known authority on this subject.
The weight of the legal liability of the inde
pendent auditor was increased by the Securities
and Exchange Commission as shown by the
following excerpt from the Securities Act of
1933—
“In case any part of the registration state
ment, when such part became effective,
contained any untrue statement of a material
fact or omitted to state a material fact re
quired to be stated therein, or necessary to
make the statements therein not misleading,
any person acquiring such security (unless
it is proved that at the time of such acquisi
tion he knew of such untruth or omission)
may—sue—every accountant—who has with
his consent been named as having prepared
4

or certified any part of the registration state
ment.”
It will be noted from the foregoing that there
is little doubt as to the legal responsibility of
the accountant with regard to registration
statements.
An accountant’s relationship with his client
is a confidential one, but does not ordinarily
carry with it the attribute of privileged com
munication such as exists between an attorney
and his client. Twelve states and Puerto Rico
have passed statutes giving the accountant a
privileged communication status in some in
stances; but Federal criminal law thus far has
not recognized this privilege.
Almost any derogatory statement in a report
is libelous and, if spoken, slanderous and may
be actionable. The defense against both libel
and slander is the truth of the statements.
Further, when an accountant makes a derog
atory statement in good faith, believing it to be
true as a result of compliance with his proper
audit duties, and does not communicate the
statement to any unauthorized persons, such
factors may be adequate defense against libel
or slander suits.
Working papers prepared by the auditor in
the course of his examination are the property
of the auditor and he cannot be compelled to
surrender them to the client. However, because
of the confidential relationship with the client,
he is also under obligation not to disclose the
contents of the papers to a third party without
the client’s consent, which preferably should
be in writing.

opinion, the financial statements and any nec
essary footnotes. The short form report must
contain all material essential for a fair presen
tation of the financial position and results of
operations as of the report date.
The long form report will contain all the
foregoing information plus any detailed sched
ules, comparisons, and comments regarding
significant balance sheet accounts or income
and expense accounts or changes in such ac
counts which the auditor may wish to make.
There may be other comments regarding audit
ing procedures used, insurance coverages, etc.
In some instances, a short form report is later
supplemented by a long form report. In such
instances, the long form report should contain
only that which expands or supplements the
first report. It must not contain a disclosure of
additional facts that may be said to be so
essential to proper disclosure of financial con
dition that the first report is deficient.
The third form or special report is a report
on a special matter for which the services of
the accountant may have been engaged. Some
examples of special reports include recom
mendations for system changes, investigation
of defalcations, computation for bonuses, de
termination of allocation of partnership income,
or other matters where uncertainty or con
troversy may have arisen with regard to finan
cial matters. The special report may be used
to set forth gross sales figures where rent is
based upon a percentage of sales. The actual
structure of the report, whether it is a long
or short form is dependent upon the purpose
for which it is prepared. A report may be
expanded or contracted to meet the need of a
given situation as long as one important rule is
observed:
“There must be no misstatement of material
fact and no omission of information neces
sary to make the statements not misleading.
Once a report is issued, there is no control
over its usage.”
Management may use the long form report for
better control of the smaller business. Usually
a larger business will have in its employ ac
countants sufficiently experienced to provide
the financial statements for the use of manage
ment, and it will have little use for the long
form report.
Often the long form report is used for credit
purposes. Here the detailed comments of the
auditor may be important considerations to the
banker who is contemplating lending or has
already loaned money to a business. When the
report is known to be required primarily for
credit purposes, the accountant frequently in
cludes special information which the credit
grantor specifically requests. Personal finance
companies have developed the finance com

The Audit Report Itself
We have discussed the reasons for the
interest of the industrial accountant in report
writing, the importance that the profession
attaches to good report writing, and the re
sponsibilities of the independent auditor when
he issues that report. Let us now consider the
report itself.
It is a well established fact that the financial
statements belong to the client. He prepares
them and carries the primary responsibility for
their correctness. The financial statements in
cluded in the audit report are an indication of
the transactions upon which the auditor is
reporting. The report is his opinion with regard
to the fairness of those statements together
with any comments he may wish to make re
garding them.
The three general types of reports are the
short form, the long form and the special
report. The primary financial statements in
cluded are the balance sheet, the statement of
earnings and retained earnings and supple
mental schedules.
The short form report contains the auditor’s
5

ployees in terms of per employee and per
employee dollar, the figures usually come to
have more meaning and are, therefore, more
likely to be accepted by the employee as
bona fide.
The prospective purchaser of a business is
always interested in an audit report, and a
long form can be especially helpful to him.
Often a prospective purchaser will have his
own auditors make an examination before
making a final determination of whether or not
he will buy. This may be particularly neces
sary if the company has not previously been
examined by a certified public accountant.
An example might be a small railroad, in
existence since prior to the Civil War, and
without audit except for periodic review by
the Interstate Commerce Commission to deter
mine compliance with ICC regulations. The
report issued as a result of this type examina
tion gives the prospective purchaser some
concrete basis for his decision to buy or not
to buy.
Regardless of the use to be made of the
report, it should be properly identified with
the exact name of the company. Reliance can
not be placed on the name as printed on the
letterhead, as signed to letters, or even as it
may appear in Moody’s or any of the finan
cial services. There may have been name
changes that did nothing more than change
Company to Co. or delete or add an apos
trophe. If the exact name is not used, almost
impossible confusion may result. Even the
company’s president may not know the exact
name of the company. The only sure way to
check a name is to check the certificate of
incorporation and any amendments thereto.
In order to facilitate comparisons, reports
should be as uniform as possible from year to
year.
In view of the volume and variety of trans
actions which make up a year in the life of
the average business enterprise, it is remark
able that an intelligent summary can be made
of them at all. This is another of our problems,
clarity. The whole report must be clear in its
meaning and not susceptible to interpretations
which were not intended. The report must be
concise, but not to the extent that clarity is
obscured. In describing accounts in the finan
cial statements a lazy habit which accountants
may develop is the use of ledger account titles
when other words might provide a much better
disclosure of the nature of the account. Con
sider the confusion likely to be caused by the
use of the title “Exchange” with no further
identifying words.
The use of round amounts has several ad
vantages. Round amounts do not obscure the
significant dollars with the insignificant cents;

pany questionnaire which banks may desire to
have included in the audit report. The answers
to this questionnaire may give various statisti
cal breakdowns such as loans by amount, se
curity and other classifications which would
not ordinarily be included in a report.
An example of the foregoing is a long form
report for a wool tops maker, (a buyer and
seller of wool in the grease, scoured wool, or
tops, and a processor for wool). The major
interest of the credit grantor was a special
section in the report which sets forth in equiv
alent clean pounds of wool, the pounds in
inventory, the pounds on which firm purchase
commitments were held, less firm sale orders
increased or decreased by the net long or short
position in the wool commodity market. This
net fiber position, that is, the risk position of
the client with regard to inventory, is con
sidered a most critical matter by the credit
grantors who finance this type of business
activity.
Another interesting special report prepared
for credit purposes concerned a small business
which had recently commenced operations
in precasting concrete. As of April 1st, it had
built up a sufficient backlog of firm orders or
prospective orders and needed some outside
financing. The accountant prepared a pro
forma budget for the company for the year
based upon the prospects of the sales from
these orders only. In preparing such a pro
forma budget or report, the accountant is
obliged to set forth fully the bases used for
all computations, and to indicate whether they
are based upon the experience of the prior
year or upon industry averages. Such a state
ment should provide the client with a valuable
presentation upon which the prospective credit
grantor can place substantial reliance in de
termining how much financial backing he can
give the enterprise.
Stockholders usually receive a short form
report, often with figures in comparative form.
Since the stockholder may be interested from
an investment standpoint only, he will prob
ably make no further inquiries. The SEC re
quired reports cover only a fraction of the
companies in the country. Fortunately, how
ever, management generally wishes to meet
proper standards for disclosure and realizes
that in so doing the prestige of the company
is increased.
Special reports may be prepared for labor,
and management may find them to be to the
advantage of the company in keeping the
employees well informed. It has been found
that employees tend to overestimate the rate
of profit of a business, and some employees
even believe that reports published by man
agement are deliberately misleading. When
figures are prepared and presented to em

(Continued on page 13)
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for additional equipment and increased wear
and tear. Actually, getting a program on the
air might not appear to be much of a trick
in these days of highly informal broadcasting
but there is, nevertheless, much preparation,
and expense, standing behind what is heard
on the air.
In the news operation alone, there may be
a payroll involving a staff of several news
editors. The news equipment runs into several
thousands of dollars of investment in tape re
corders, weather equipment, and mobile units
used in covering local stories. National and
international news comes into the station by
way of leased news wire services whose
charges are based upon a station’s power and
coverage, just as a newspaper is charged ac
cording to circulation. In addition a new form
of news coverage, not by teletype but rather
by the voices of news men throughout the
world is now available. This service is some
what comparable to the affiliations that some
stations maintain with networks.
There are other program expenses, too. For
example, talent rights are paid to announcers
when an agency or sponsor requests that a
special voice do a particular commercial.
Royalties are paid for the use of all the music
played on the air.
In addition to these sales and program
department expenses, the radio station budget
will reveal technical department expense ac
counts carrying such titles as: transmitter
salaries, control room salaries, equipment re
pairs and maintenance, mobile unit expense,
telephone direct line, outside engineering, and
many others.
Not all the station’s available airtime is
taken up with commercial broadcasting, but
the station is required to stay on the air dur
ing its assigned hours. This time must be
filled with “sustaining” programs, and all of
the cost is absorbed by the station.
This quick glance behind the microphone
reveals that a radio station is a solid, substantial
business organization, much like any conven
tional business . . . but, it does have its own
peculiar quirks. When the announcer on duty
says “Now a word from our sponsor,” he starts
a chain reaction of far reaching results, which
demands a simple, but extremely detailed,
accounting system.
(Continued from page 6)

tend to avoid the connotation of penny pre
ciseness, and take up less space.
A report that is thought out and planned in
advance, with comment paragraphs written
during the course of the examination, will re
sult in an end product that the accountant can
be confident will measure up to the responsi
bilities which he assumes upon its issuance.

We can summarize by saying that the inde
pendent auditor expressing an opinion is re
sponsible for the following:
His own adequate training and proficiency
as an accountant
His independence
Due care in performance of work and in
supervision of assistants
Full disclosure to avoid misleading infer
ences
An expression of an unequivocal opinion or
disclaimer of an opinion
The holding in confidence of information
which he acquires during the course of
the examination.
The independent auditor is not responsible
for the following:
The primary accuracy of financial statement.
He is not an insuror or a guarantor.
He is not an appraiser of values.
He does not give legal opinions.
This is not a how-to-do-it for the report
writer. Excellent instruction may be found in
Miss Jennie Palen’s book on Report Writing.
This is merely to make a presentation of the
public accountant’s position as he approaches
the end product of his work, his report.
(Continued from page 10)

Responsibility—to assume all obligations of
duty, privilege, and necessity by being
worthy of the trust and opportunity of
fered by the employer; to strive at all
times to keep alive and active, a sense of
humor, justice, and fair play.
Emotionally we must try to rise above the
feeling of frustration and ego-deflation caused
by unfair competitive practices by realizing
that competition, be it fair or otherwise, is not
conducive to harmonious relations but that it
can add that needed spark toward a more pro
ductive effort. We must go the extra mile in
our enthusiasm, ability, and common sense ap
proach to our work since we are torn between
desires to be equal to men in the business world
but then also to be placed by them on a ped
estal in the social world. In all worlds and at
all times we will come into our own if we will
but realize that our most effective prerogative
is the privilege of being women. As women ac
countants we can bring to the financial aspect
of a business, which is of necessity calculating
and is also inclined to be cold and hard, our
own tempering, naturally altruistic Code of
Ethics which in our culture respects the ac
cepted standards of goodness or rightness in
conduct of character.
Honor, honesty, loyalty, courage, responsi
bility, together with the ability to cope with
the human problems will greatly determine the
accountant’s effectiveness in private industry.
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